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JAPAN: KEY ECONOMIC INDICATORS 2. 


All values in U.S. $ million 
unless otherwise indicated. 


Dollar exchange rate used for conversion 
of yen figures, GNP and Investment: 


1975 - ¥296.77; 1976 - ¥296.60; Jan.- 
Mar. 1977 - ¥285.83 (average interbank 
spot rates). Money supply: ¥308 
throughout, as used for some compu- 
tations by Ministry of Finance. 


1975-76 
Change(%) 


1977 


1975 1976 Indicator 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 


GNP at Constant 1970 Prices 
Annual Per Capita GNP, Current Prices ($) 
Plant and Equipment Investment, Current Prices 
Indices: 
Industrial Production (Mfg.) (1970=100) 
Avg. Labor Productivity (Mfg.) (1970=100) 
Avg. Industrial Wage (Mfg.) (1975=100) 
Avg. Labor Force (millions) 
Avg. Unemployment Rate (Z) 


152,9001/ 
82, 3002 

5, 2002/ 
19, 9002/ 


489,000 
309 , 300 

4,430 
69,600 


554,800 13.1* 
329,000 6.3% 
4,920 11.0% 
73,200 5.2% 


130. 02! 


125.2 3/ 
155.0= 


151.4 
112.6 
53.8 
2.0 


110.1 
133.3 
100.0 
53.2 
1.9 


MONEY AND PRICES 

Money Supply (M1) 

Bank of Japan Com'1 Disc't Rate (%) 
Call Rate (Uncond.), Highest (%) 
Com'l Bank Avg. Loan Rate (%) 
Consumer Price Index (1975=100) 
Wholesale Price Index (1970=100) 


161,5004/ 
6.52/ 
7.5 
8.256 
109.3 
165.4 


141, 8004/ 

6.52/ 
13.0 
9.099 
100.0 
156.8 


PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves 
External Public Debt 

Basic Balance of Payments 

Balance of Trade 

Exports, FOB 

Export Share to U.S., FOB (%) 
Imports, FOB 

Import Share from U.S., 


16,6042/ 
4,4915/ 
2,711 
9,930 4, 

66,018 2 

23.3 1 

56,088 1 

“> “= 


12,8152/ 
+ 3305/ 

954 
5,028 
54,734 
20.0 
49,706 
20.1 


7 


210/ 
0210/ 
5 
5 
9 
5 


29 
4.9 
3,66 
4,90 
0. 
6. 
2. 
9. 


CIF (%) 


Main imports from U.S., 1976 (Quan: MT thou; Value: $ mil): Coal - 17,455, 1,218; Logs 
& lumber - 10, g76ll/ , 1,171; Soybeans - 3,287, 770; Maize - 5,144, 676; Wheat - 3,321, 587; 
Computers/accessories _ wk, 277; Raw cotton - 199, 260; Grain sorghum - 2,234, 256; Meat - 
116, 246; Aircraft -**, 232; Raw hides - 236, 231; Leaf tobacco - 57, 220; Power generating 


machines -**, 218; Organic chemicals -**, 201. 


Footnotes: 
i/ January-March total, 6/ 
seasonally adjusted. 7/ 
2/ January-March average, 
seasonally adjusted. 


Cubic meters vice 
metric tons. 
Change is in 
aggregates 
denominated in 
yen not dollars. 
*k Not available. 


Effective April 19, 1977. 
January-April average, not 
seasonally adjusted. x 
January-March average, not 
3/ January-February average, seasonally adjusted. 
not seasonally adjusted. As of April 30. 


4/ As of March 31. 10/ $ million vice per cent. 
5/ As of end of year. 


11/ 





SUMMARY 


Japan has not yet found her way to stable and 
balanced growth in the new "low growth era", but her 
total economic performance, despite a continuing weakness 
in domestic demand, remains stronger than that of most 
other industrialized nations. In fact, her external 
position is embarrassingly strong in a world beset by 
large balance-of-payments disequilibria. 


Thus far in 1977 the Japanese economy has made a 
rapid advance on its very low growth rate during the 
recovery pause of late 1976. Gains were reported for 
the first quarter of 1977 in production, in industrial 
shipments, and especially in exports, but unemployment 
remained high by Japanese standards. Personal con- 
sumption, the consumer price index (which, somewhat 
disturbingly, rose faster during fiscal 1976--April 1976 
to March 1977, inclusive--than the government had 
projected) and wages show roughly similar rates of in- 
crease since early 1976. Japan's current external 
balance, after experiencing a sharply reduced surplus 
in the third quarter of calendar year 1976, has gained 
markedly in recent months. The $3-1/2 billion current 
account surplus in the first four months of this vear will 
make it difficult for Japan to meet her target of a 
$0.7 billion current account deficit for the fiscal 
year which began in April. 


In order to stimulate domestic demand, Japan 
has increased and accelerated government spending, and 
the Bank of Japan has twice lowered its discount rate. 
The effect of these measures is for the most part yet 
to be felt, but they are widely expected to provide a 
considerable stimulus to activity in the months 
immediately ahead. However, the oil shock, inflation, 
and recession of the mid-1970's seem to have left Japanese 
consumers and investors with a new conservatism which will 
not be quickly or easily overcome. Further stimulative 
measures do not seem to be in prospect before the election 
in July, although the Prime Minister has repeatedly 
committed himself to do whatever is necessary to achieve 
Japan's 6.7 percent growth target for fiscal 1977 (April 
1977-March 1978). The figures for early 1977 are a 
favorable sign; but it of course remains to be seen 
whether Japan actually can meet this target without 
further expansionary action. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Output, Consumption and Employment 


The Japanese economy in early 1977 accelerated 
rapidly from the modest and uneven advance of the last 
half of the preceding year. In the third quarter of 
1976, Japan's economic growth had fallen to a seasonally 
adjusted annual rate of about 1.6 percent; in the 
fourth quarter it rose to 2.3 percent. In the first 
quarter of 1977 preliminary figures show a seasonally 
adjusted annual growth rate of about ten percent. Al- 
though a substantial portion of this growth was due to a 
rapid increase in exports, increases in private housing 
investment, as well as in public works spending associated 
with expansionary fiscal measures taken in the fall and 
winter of 1976-77, also figured prominently in the 
acceleration. Personal consumption spending also rose 
during the first quarter of 1977 at a rate just above 5 
percent per year. Japan's fiscal 1976 (April 1976-March 1977) 
growth rate thus reached, by preliminary estimate, 5.8 
percent, slightly above the 5.7 percent figure which had 
been projected by the Japanese Government. 


The latest growth figures present a mixed picture. 
Producers' shipments rose rapidly during the first 
quarter of 1977, but they then dropped back in April. 
Industrial production, by contrast, declined in January 
and February, but rose very rapidly in March and sub- 
stantially, though more slowly, in April. Amidst wide 
month-to-month fluctuations in output, strong sectors 
during the first quarter of 1977 included road motor 
vehicles, precision instruments, and electrical machinery, 
while industrial machinery was particularly weak. 


Business profits in the six months' accounting 
period ended in March 1977 are estimated to have con- 
tinued to rise, but at a much slower rate than during 
the preceding semester. Bankruptcies, many of which 
reflect the slowness of Japanese recovery from the 
recession of the mid-1970's, remained at a high level. 
March produced both the largest monthly number of 
bankruptcies and the largest monthly aggregate debt 
total associated with them since the Second World War. 





SB 


Private domestic investment, perhaps fundamentally 
the weakest but certainly the most volatile component 
in current Japanese demand, grew slowly during the 
first quarter of 1977. New government construction 
orders, seasonally adjusted, rose dramatically during 
the latter quarter, but private orders registered a 
slight drop. New machinery orders gained slightly 
during the quarter. 


Personal consumption, sluggish in the last quarter 
of 1976 with a real increase of only 0.3 percent, 
accelerated somewhat during the early months of 1977. 
The first quarter of 1977 saw a real consumption in- 
crease of 1.3 percent over the preceding quarter. 

This increase was not, however, a general one. During 
the first quarter of 1977, for example, although new 
automobile registrations rose rapidly, department store 
sales remained flat in real terms. 


The spring wage settlements promise a moderate spur 
to consumption, provided that further progress is. made 


in containing inflation. Most industry wage increases 
have fallen somewhere between 8 percent and 10 percent, 
with most estimates of the average for all wage increases 
falling around 9 percent or slightly higher. Public 
sector raises have averaged somewhat higher than pri- 
vate sector ones. Within the private sector, some 
stronger industries like automobiles ranged near 10 
percent, but weaker ones like metals or textiles with 

its problem of low-wage foreign competition hung near 

8 percent. Despite initial demands for a 15 percent 
raise by the major affiliate unions of the metal workers' 
council, most of the 1977 spring negotiations, in 

Japan's company-union setting, were relatively harmonious. 
The calm reflected in part labor's preoccupation with 

job security in this period of serious structural 
problems for some Japanese industries (e.g., ships, 
textiles, and in the future fishing and certain kinds 

of steel), of serious financial difficulty for many 
companies, and of relatively high unemployment. 


Seasonally adjusted, unemployment eased from about 
2. percent to about 1.9 percent between October 1976 and 
March 1977. By world standards this figure, even 
though it conceals considerable disguised underemployment, 
is remarkably low; but the (seasonally unadjusted) 
number of jobless Japanese in March, a season of tra- 
ditionally high unemployment, was 1,270,000, a figure 





flagged by Japanese media as the highest since 1959. 
Responding to the persistence of unemployment rates 
which the Japanese view as high, the budget enacted 
by the Diet in April 1977 included initial financing 
for the establishment of a projected employment 
stabilizdtion fund. This fund, which ultimately will 
be financed by employer and employee contributions, 
has as its object to help firms operating in depressed 
industries retrain their workers while keeping them 

on the payroll. 


Inflation 


The spring wage settlements were greeted with 
particular relief in the business community. For the 
second year in a row, the average increase remained 
below ten percent, and this continuing restraint was 
interpreted as likely to exert a stabilizing effect 
on Japan's continuing inflation. Inflation nevertheless 
remains a major concern in Japan. March 1977 showed 
a consumer price index increase of 9.4 percent over 
March 1976, well above the 8.6 percent annual rate at 
which the government had been aiming for fiscal 1976 (al- 
though the preliminary April year-over-year figure 
then turned out to represent the lowest increase since 
1973). The wholesale price index, apparently reflecting 
weakness in demand and lower imported raw material 
prices resulting from the appreciation of the yen, 
rose only 0.4 percent during the first quarter of 1977, 
and then it dropped back 0.1 percent in April. The 
fiscal 1976 increase was 4.2 percent, substantially 
less than the government projection of a 5.1 percent 
increase. 


Interest rates continued their downward trend in 
early 1977. The average commercial loan rate edged 
down to an average of 8.125 percent for the first four 
months of 1977, and a further decline is anticipated. 
The call money rate, which began the year at 7 percent, 
had descended to 5.125 percent by mid-May. The money 
supply (M2, seasonally adjusted) increased at over ll 
percent per annum in the first quarter of 1977. 


Trade and Payments 


The first four months of 1977 saw a marked increase 
in the positive balance of Japan's external trade 
following a relatively small surplus in the second 
half of 1976. Imports pursued a seesaw course, but 
domestic demand was soft, showing few signs of vibrant 





growth. Exports rose strongly, averaging month by 
month a seasonally adjusted annual rate of increase of 
about 40 percent between December 1976 and April 1977. 
Seasonally adjusted, the current account surplus rose 

to $3.5 billion in the January-April period, as com- 
pared with $236 million and $749 million respectively in 
the third and fourth quarters of last year. 


Japanese official reserves, however, rose only 
about $700 million in the four months ended April 30, 
to reach a total of about $17.317 billion. Reflecting 
the strength of the current account, the value of the 
yen increased relative to the dollar from ¥293-$1.00 
at the beginning of 1977 to about ¥271-$1.00 near the 
middle of April. On June 10 the yen was trading at 
¥274-$1.00. 


Japan's export performance continued to alarm her 
trading partners and occasionally to arouse official 
action on their part aimed at mitigating the impact of 
imports from Japan on specific industries. In May 1977 
the United States and Japan reached an agreement whereby 
during the year beginning July 1, Japan will limit the 
number of color television sets which she exports -to the 
United States. An understanding covering cars had been 
reached earlier with Great Britain; but discussions on 
ship production between Japan and the European Communities, 
aimed at stabilizing producer country shares, did not go 
beyond the giving of vague assurances by Japan. 


Recently a few Japanese requirements which have 
applied or will apply to imports have been eased or 
delayed. For example, Japan has decided to delay apply- 
ing to foreign-made vehicles until April 1981 emission 
standards which are to come into force in April 1978 for 
new Japanese models and in April 1979 for Japanese models 
in continuous production. Also, in April 1977, the ban 
on importing lemons treated with OPP pesticides was 
removed. 


The Japanese authorities are also undertaking a 
program to simplify and liberalize their exchange con- 
trol system. Initial steps announced include the 
relaxation of regulations covering remittances, allowances 
for travel abroad, and services connected with merchandise 
trade transactions. Additional steps relaxing the 





rules which govern a number of international capital 
transactions either have been announced or are 
anticipated. 


Government Stimulation of the Economy 


During early 1977 the Japanese government has 
moved to reinforce its earlier efforts to deal with 
the weakness of internal demand. In an effort to buoy 
up domestic consumption and investment and to demon- 
strate to Japan's trading partners her willingness to 
contribute fully to world economic expansion, the 
Japanese government has introduced new expansionary 
fiscal measures and Japanese monetary policy has also 
been sharply eased. 


In February 1977 the Diet passed a fiscal 1976 
supplemental budget which focused on additional public 
works expenditures. The general budget for fiscal 
1977 (April 1977-March 1978), which calls for an increase 
in total spending of 17.4 percent over the previous 
fiscal year, was passed in April. A net tax cut of 
about one billion dollars had been included in the 
government's draft of this fiscal 1977 budget; and 
at the insistence of the Diet opposition, taxes were 
reduced by another billion dollars during legislative 
deliberations upon it. The general budget deficit 
now is expected to reach 30 billion dollars. In March 
the Japanese government announced steps designed to 
concentrate Japanese government fiscal 1977 spending 
in the spring and summer of 1977 and to encourage 
investment in housing and in the electric power industry 
during the same period. In April the government decided 
to accelerate public works spending even further in 
the continuing effort to provide an impetus which would 
lead to self-sustaining growth in private consumption 
and investment. 


Monetary policy was eased markedly in March and 
April in another step designed to encourage private 
spending. The Bank of Japan lowered its discount rate 
from 6.5 percent to 6.0 percent on March 12 and from 
6.0 percent to 5.0 percent on April 19. 


The Economic Outlook for Japan 


The main immediate problem before the Japanese 
economy remains weakness in private domestic demand, 
against a background of foreign resistance to a con- 
tinuing rapid increase in Japanese exports. With the 





new fiscal year only just begun, it remains too early 
to gauge the impact of Japan's efforts, noted above, 
to stimulate private consumption and investment. Nor 
has sufficient time passed to judge the overall impact 
of the actions which already have been taken in order 
to ease the frictions introduced by her export boom 
and by her resulting payments surpluses. The recent 
interest rate reductions and the high concentration of 
government spending in the April-June 1977 quarter are 
likely to make their impact felt only over the next 
few months. (Recent economic indicators have not yet 
made clear the effects on private spending even of the 
special government expenditures which were effected 
earlier in 1977, although the first quarter growth 
figures are encouraging.) In particular, whether Japan 
can reach her 6.7 per cent real growth target for the 
current fiscal year without further expansionary 
measures will depend heavily on how far Japan's 
hitherto sluggish private spending responds to the 
current mixture of official stimuli. Both official 
and private observers are alert to the danger that a 
burst of new economic activity in the spring and 
summer of 1977 might fade quickly into sluggishness. 


The extent to which consumption, the largest 
component of domestic demand, will spur the economy 
will depend heavily on Japan's future success in con- 
taining inflation. It may be added that in recent 
years two factors have influenced the Japanese public 
toward more conservative attitudes to consumption. 
First, the oil shock with its reminder that resources 
are not infinite has influenced consumers to make 
expensive goods last as long as possible. Second, the 
rapid rise in consumer prices during the mid-1970's 
has caused the Japanese to weigh more carefully non- 
essential purchases; these now have to be made from 
real incomes which frequently are rising slowly or in 
some cases are even falling. 


The prospects for private investment in plant and 
equipment are difficult to predict. Although real 
growth in such investment is estimated to have occurred 
during the first quarter of 1977, most predictions are 
for a flat or even worse performance during the 
remainder of the year. Utilization of Japan's in- 
dustrial capacity, which her investors borrowed heavily 
to augment in the high-growth climate of the 1960's and 
early nineteen seventies, remains well under ninety per 
cent. Yet an official survey taken this year indicates 
that the economic discontinuities of the last five years 





have rendered most producers unwilling to undertake 
major construction of new facilities until 90 per cent 
of their productive capacity is in use. It is this 
sort of business psychology which the Japanese govern- 
ment hopes to counteract with the current program of 
public works spending and of reducing the capital cost 
of investment. Because of the high debt-equity ratio 
which characterizes Japanese corporate finance, the 
reduction of interest rates will go much farther in 
lowering capital costs than would be the case in the 
United States or in Europe. 


The foreign relations problems which Japan's 
rapid export growth have brought about appear certain 
to continue as long as the large current account 
surplus continues. Whether the economic climate 
improves or worsens will depend heavily on the 
general prosperity of Japan's trading partners, but a 
common willingness to avoid very large sudden inflows 
of imports will remain critical to the smooth 
functioning and ultimate liberalization of inter- 
national trade. The industrial nations' record in 
this latter respect is mixed thus far. Another 
possible means of reducing Japan's current payments 
surplus - a means preferred by many Japanese business 
leaders - remains import liberalization on her part. 


The leadership of Japan, in its effort to promote 
her balanced economic growth, now has to deal abroad 
with unprecedented constraints upon the exploitation 
of the foreign resources and markets which Japan 
requires for her survival, and at home with a hesitancy 
to invest and consume which reflects a strong public 
awareness of these same foreign constraints. These 
are difficult conditions in which to form and release 
the spirit of consensus which Japan often has focused 
successfully on single major objectives; but her 
general economic performance continues to compare 
satisfactorily with that of most western industrial 
nations. If she is the most fragile of the "three 
engines" of the non-Communist developed world, her 
productive strength gives no sign of falling behind 
as that world adjusts gradually to the prospect of 
reduced abundance. 





PART B - IMPLICATIONS FOR THE UNITED STATES 


As Japan's economy continues to move forward, her 
imports may be expected to pursue a generally upward 
trend. American suppliers, however, will have to doa 
good marketing job. Japanese end-users will be highly 
selective in purchasing capital goods. 


Imports of consumer goods over the next few years 
may well grow at a faster rate than GNP, although the 
prognosis for consumer spending over the months ahead 
is not especially promising by past standards. The 
continuing desire for a higher standard of living 
offers opportunities for U.S. exports as consumers 
continue to seek good quality, high technology products. 
Consumer products expected to be in demand include those 
in the hobby and do-it-yourself/home improvement field, 
high quality stereo components, personal health and 
grooming products, fashion wear, accessories, cosmetics, 
and sporting equipment. 


Other promising product areas for exports to Japan 
include computers and peripheral equipment, miscellaneous 
electronic components, process control instruments, food 
processing and packaging equipment, analytical instru- 
ments, bio-medical equipment, electronics industry pro- 
duction and test equipment, pollution control and 
measuring equipment, hydraulic equipment and components, 
mechanical handling equipment, automotive parts and 
equipment, avionics and ground support equipment, print- 
ing and graphic arts equipment, building systems and 
materials, oceanographic equipment, and marine equipment 
(for details see the Embassy's annual Best Prospects 
Report, Airgram A-507 dated November 19, 1976). Coal 
and logs and lumber also may be expected to remain lead- 
ing U.S. export items to Japan. 


American firms participating in multi-firm 
exhibitions in the U.S. Trade Center in five product 
categories over the last five months - computers, 
electronic components, printing and graphic arts equip- 
ment, building products, construction equipment, and 
audio equipment - reported a combined spot and one year 
projected sales of $49 million. 


During the first half of 1977 the Embassy and 
Consulates will have organized a projected total of 
thirty-six groups, including about three hundred and 
fifty participants, to visit trade shows and dealers in 





the United States. The visitors include groups 
specializing in consumer goods; food processing and 
packaging equipment; building systems, products, and 
equipment; and computers, peripheral equipment, and 
data communication equipment. Not every group has yet 
submitted a final report, but nine of them have report- 
ed combined spot and one-year-projected purchases 
totaling about $23.5 million. 


Total U.S. agricultural exports to Japan in the 
five months from October 1976 to February 1977 were 
valued at $1.8 billion, 24 per cent more than during 
the same period in the preceding year. The increase 
was due in large part to larger purchases by the 
Japanese of corn and grain sorghum, soybeans, soybean 
meal, cotton, citrus fruits, and hides and skins. 
Imports of feedstuffs for Japan's growing livestock 
industry remain the largest U.S. agricultural export item 
to Japan. Feed grain imports (corn and sorghum) from 
the United States during the July 1976-June 1977 
marketing year are expected to show a 25 per cent 
increase over the preceding twelve-month period. 
Soybean imports also will be up sharply. The outlook 
for U.S. agricultural exports from April 1977 to 
September 1977 is encouraging also for pulses, poultry, 
tallow and greases, fruits, and vegetable preparations. 
Quantitative, food additive, and plant quarantine 
restrictions continue to hamper the entry into Japan of 
agricultural products. Livestock items, such as beef; 
oranges; fruit juices; and fresh deciduous fruits, such 
as cherries, are the most seriously affected commodities. 


Investment 


The Japanese Government has removed restrictions on 
foreign direct investment in all but a few industries, 
but the number of new direct foreign investments in 
Japan in early 1977 lagged slightly because of the 
impact which the recession has exerted on investment 
from foreign as well as from domestic sources. Caution 
has been the watchword also in outward investment, 
although there have been signs of an increased interest 
on the part of Japanese firms in overseas investment 
including the United States. Japanese willingness to 
invest in the United States has increased as our costs 
have continued to decline relative to other countries'; 
and Japanese manufacturers continue to value the U.S. 
market access which direct investments provide. 
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